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[bookmark: _Toc99731296]QUESTION 1
a) Below will be shown the income and financial statements for Wales plc for the year that has ended on 31st of December 2021.

a) [bookmark: _Toc99731297]INCOME STATEMENT
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a) [bookmark: _Toc99731298]STATEMENT OF FINANCIAL POSITION
[image: Table

Description automatically generated]

[bookmark: _Toc99731299]b) Explanation of the balancing of the statement of financial position
A statement of financial position illustrates the financial status of a company at a certain time. The businesses are requested to prepare this statement at the end of every financial year. It must be used the principle of double entry for the balance sheet to balance. If it doesn’t balance, it’s a sign that there is an error within the account entries.
The companies are allowed to choose the information that want to include, but a bare minimum should be kept:
· Assets: -non-current (investments over a long period of time), such as property, plant, equipment etc.
             -current (the value of the owning that can be sold for cash and sponsor other operations) trade and other receivables, inventories etc.
· Liabilities (investments over a short period of time): trade, provisions, accruals
· Equity (the money that the company is using towards reinvesting or paying the remaining debt): interest, capital
               Even if the companies are allowed to choose the details given in the statement, the assets and liabilities should be classified by current and non-current, and the entries should be done accordingly.
For the statement of financial position to be taken into consideration, the net assets must be equal with the total equity.
                                                                                                                                                           (Wood, 2012)
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a) [bookmark: _Toc99731301]Ratios for 2020 and 2021[image: ]
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b) [bookmark: _Toc99731302]The financial position and performance of Sweets plc
Measuring the financial performance aims to transform the information into a suitable form for analysis. By using several financial measures, it is more benefic for the managers to find the financial problems of Sweets plc and provide appropriate solutions. (Doye, 2013)
According to Wood (2011), financial statements are in a continuous correlation with ratios, as without the last one will be lacking significative information. Ratios are used as a common way of measuring to discover the performance of a company. The involved parties (stakeholders, competitors, customers, lenders) of Sweets plc are all interested in analyzing company’s financial statements, but they might not need the same information. Therefore, ratios are helping them to find the targeted information. However, even if the company managed to increase its revenue from £6,441 in 2020, to £6,738 in 2021, it needs to constantly review the ratios to check if are getting better or worse and to take corrective action. The profit is measured by identifying the revenue generated for a certain period. (Atrill, 2017)
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WALES LTD -INCOME STATEMENT FOR YEAR ENDED 31ST OF DECEMBER 2021

£'000 £'000

REVENUE 800,000
COST OF SALES 578,650

LESS:GOODS SENT TO CUSTOMERS -980 577,670
GROSS PROFIT 222,330
DISTRIBUTION COSTS 28,000
EXPENSES:

ADMINISTRATIVE EXPENSES 30,000

INTEREST PAID 2,000

DIRECTORS REMMUNERATION 5,000

SALESMEN'S COMMISSION 3,000
OPERATING PROFIT 68,000
PROFIT BEFORE TAX 154,330
TAXATION 100,000

PROFIT FOR THE YEAR 54,330
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WALES LTD- STATEMENT OF FINANCIAL POSITION AS AT 31ST OF DECEMBER 2021

£'000 £'000
ASSETS
NON-CURRENT ASSETS
PLANT+EQUIPMENT 632,730
632,730
CURRENT ASSETS
TRADE RECEIVABLE 170,125+GOODS TO CUSTOMERS 980 171,105
CASH AND BANK 76,250
STOCK AT 31 DEC 2021 330,600
577,955
TOTAL ASSETS 1,210,685
LIABILITIES
NON-CURRENT LIABILITIES
4% DEBENTURES 100,000
100,000
CURRENT LIABILITIES
TRADE PAYABLE 171,355
CURRENT TAX PAYABLE 100,000
OUTSTANDING SALES COMMISSION 3,000
274,355
NET ASSETS 836,330
EQUITY
SHARE CAPITAL(ORDINARY400,000+ PREFERENCE SHARES300,000) 700,000
RETAINED PROFIT 1ST JAN 2021 132,000
ADD PROFIT FOR THE YEAR 54,330
LESS ORDINARY+PREFERENCE DIVIDEND 50,000
RETAINED PROFIT AS AT 31ST OF DEC 2021 136,330

TOTAL EQUITY 836,330
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1. ROCE FOR 2021
PROFIT BEFORE INTEREST x 100

OPERATING PROFIT  x 100

ASSETS EMPLOYED EQUITY + NON CURRENT LIABILITIES
ROCE FOR 2020
PROFIT BEFORE INTEREST x 100 = OPERATING PROFIT  x 100
ASSETS EMPLOYED EQUITY + NON CURRENT LIABILITIES

2. ROE FOR 2021
EARNINGS x100

PROFIT FOR THE YEAR x 100

ORDINARY SHARE CAPITAL AND RESERVES EQUITY
ROE FOR 2020
EARNINGS x100 = PROFIT FOR THE YEAR x 100

ORDINARY SHARE CAPITAL AND RESERVES EQUITY
3.EARNINGS PER SHARE FOR 2021

EARNINGS = PROFIT FOR THE YEAR = 431
NUMBER OF ORDINARY SHARES 600 600
EARNINGS PER SHARE FOR 2020

EARNINGS = PROFIT FOR THE YEAR = 366
NUMBER OF ORDINARY SHARES 600 600

805 x 100 = 80,500
3088+4137 7225
699 x 100 = 69,900
2912+4129 7041
431 x 100 = 43,100
3088 3088
366 x 100 = 36,600
2912 2912
0.72  >>>  £0.72 / SHARE
0.61 >>>  £0.61/ SHARE

11.14%

9.93%

13.96%

12.57%
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4.NET PROFIT MARGIN FOR 2021

NET PROFIT x 100 = OPERATING PROFIT x 100 = 805 x 100 = 80,500 = 11.95%
SALES REVENUE 6738 6738

NET PROFIT MARGIN FOR 2020

NET PROFIT x 100 = OPERATING PROFIT x 100 = 699 x 100 = 69,900 = 10.85%
SALES REVENUE 6441 6441

5.ASSET TURNOVER FOR 2021

TURNOVER = REVENUE = 6738
ASSETS EMPLOYED TOTAL ASSETS 9736
ASSET TURNOVER FOR 2020

TURNOVER = REVENUE = 6441
ASSETS EMPLOYED TOTAL ASSETS 10087

6.STOCK HOLDING DAYS FOR 2021
INVENTORY x 365 = 708 x 365 = 258,429

COST OF SALES 3235 3235

STOCK HOLDING DAYS FOR 2020
INVENTORY x 365 = 659 x 365 = 240,535

COST OF SALES 3096 3096

0.69

0.64

79.88 >>> 80 DAYS

77.69 >>> 78 DAYS
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7.DEBTORS COLLECTION PERIOD FOR 2021

TRADE RECEIVABLES x 365 = 1249 x 365 = 455,885 = 67.66 >>> 68 DAYS
CREDIT SALES TOTAL SALES 6738
DEBTORS COLLECTION PERIOD FOR 2020
TRADE RECEIVABLES x 365 = 1287 x 365 = 469,755 = 72.93  >>> 73 DAYS
CREDIT SALES TOTAL SALES 6441
8.CURRENT RATION FOR 2021
CURRENT ASSETS = 2303 = 0.92 >>> RATIO=0.92:1
CURRENT LIABILITIES 2511
CURRENT RATION FOR 2020
CURRENT ASSETS = 2355 = 0.77 >>> RATIO=0.77:1
CURRENT LIABILITIES 3046
9.GEARING RATION FOR 2021
DEBT x 100 = NON CURRENT LIABILITIES x 100 = 4137 x 100 = 413,700 = 57.26%  >>>
DEBT + EQUITY NON CURRENT LIABILITIES + EQUITY 4137+ 3088 7225
GEARING RATION FOR 2020
DEBT x 100 = NON CURRENT LIABILITIES x 100 = 4129x 100 = 412,900 = 58.64%  >>>
DEBT + EQUITY NON CURRENT LIABILITIES + EQUITY 4129+ 2912 7041
10.INTEREST COVER FOR 2021
PROFIT BEFORE INTEREST = OPERATING PROFIT = 805 = 3.56 TIMES >>>  4TIMES
INTEREST CHARGES 226 226
INTEREST COVER FOR 2020
PROFIT BEFORE INTEREST = OPERATING PROFIT = 699 = 3.86 TIMES >>>  4TIMES
INTEREST CHARGES 181 181

57%

59%
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